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EDITORIAL DEPARTMENT NOTE 


In practically all types of industries which are oper- 
ated for profit, cost accounting has developed more or less 
as the result of increasingly keen competition in the use 
of production methods and sales policies. It has been in 
comparatively recent years that organizations, not oper- 
ated primarily for profit, have considered cost data essen- 
tial for their proper operation and control. Due to its 
origin and the nature of its services, the hospital has 
been slow to adopt any measures for its control which 
might give it the aspects of a commercial enterprise. But 
since the cost of hospital service has increased enormously 
in recent years, it has become increasingly necessary for 
those in charge to keep a closer check on the operating 
expenses, and the income, which is derived primarily from 
donations, endowments and taxes. 

Many hospitals are now controlling the cost of oper- 
ations so effectively through the use of adequate cost in- 
formation that they are able to give better service at very 
little, if any, higher cost to the patient than formerly. 

An excellent example of such control is found in the 
University of Michigan Hospital at Ann Arbor, Michigan. 
In this issue of our Bulletin we are presenting a discus- 
sion of the cost accounting system in use in that hospital. 
Anyone reading this paper can readily see that hospital 
cost accounting is similar in many respects to industrial 
cost accounting, both as to scope and complexity. 

Mr. George P. Bugbee, the author of this paper, im- 
mediately after graduation from the University of 
Michigan, joined the Central Business Office of the Uni- 
versity of Michigan as Assistant Accountant. Subse- 
quently, he was transferred to the University Hospital as 
Credit Manager and Assistant Office Manager, later be- 
ing appointed Office Manager, which position he now 
holds. 

This paper was presented before the Detroit Chapter 
of the N. A. C. A. at Ann Arbor, Michigan, October 10, 
1931. 
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HOSPITAL COST ACCOUNTING 


G. P. Bugbee, Office Manager, 
University of Michigan Hospital, Ann Arbor, Mich. 


5 eos hospital is to the average cost accountant a foreign field. 
To many hospital administrators the functions of the cost ac- 
countant appear to have little application in his business. There has 
been little understanding of this particular branch of accounting 
by hospital executives. It must, however, immediately be said 
that such lack of understanding is not indicative of a lack of 
desire to be fully informed on the costs of operation, but is rather 
the result of numerous factors, not the least important of which 
is the background from which the present hospital has developed. 
The original hospitals were developed in close affiliation with 
the church. The primary function was the provision of shelter 
for those unable to maintain themselves elsewhere. Very often, 
as is still the case, inability to attain economic independence was 
directly attributable to some physical disability. It was therefore 
natural that medical care should be given this group in an en- 
deavor to remedy the basic cause. As medical science advanced 
this function increased in importance as a factor in correcting 
the evils of pauperism. 

With the increase of the population in urban areas the group 
of poor persons in need of care increased. Homes for indigents 
were established with the specific purpose of giving medical 
treatment. The valuable charity work done in these first hospitals 
created an interest which resulted in large contributions being re- 
ceived from men of wealth. However, the general attitude of the 
public toward hospitals was much the same attitude as we now 
have toward alms houses. This attitude has now been completely 
changed by the developments in medicine. The complexity of 
medical treatment and the large investment required for equip- 
ment make it necessary for a cooperative effort in providing the 
necessary capital. No longer can most illness be treated so satis- 
factorily outside of the hospital. We therefore see that for all 
of us, anticipating illness at some time during our life, the hos- 
pital occupies a place which is of vital interest, no matter what 
our position in society. 
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Not only is the type of treatment offered of interest, but of 
equal importance to most is the cost of this service. In the hospital 
world we continually hear of the excessive cost of illness and of 
hospital care. This, it is felt by the hospital group, is unfair 
criticism. Everyone in time of illness wants not bargain medical 
care, but the best available, the latest scientific equipment and 
advice. To give such a grade of service has been increasingly 
expensive, as it has become more complex, far more expensive 
than can be understood by the casual observer. 

Nevertheless, no matter how defensible the cost of hospital care 
may be, the criticism has served to focus the attention of hospital 
administrators on business procedure and the aids offered by it 
for cost control. No longer can the traditions of the ecclesiastical 
institution be maintained. The methods of that age which were 
adequate when personnel was composed of religious workers 
whose life was dedicated to service do not prove applicable to 
the organization of the modern institution. The religious worker 
was by training and interest frugal in his personal demands and 
in his work. The new era, with personnel who, with excellent 
motives, none the less, expect monetary reward, creates a different 
problem. Cost records are not only necessary in order that the 
management may know the ratio between expense and revenue, 
but are equally important for an efficient control of expenditures 
throughout the hospital. Thus cost accounting is being accepted 
by the hospital world to be used as in business in an endeavor 
to create the best product at the lowest possible cost. However, 
the traditions and methods of earlier periods have retarded this 
progressive step. 

To emphasize cost in speaking of hospital service is distasteful 
to many. It is felt that to do so implies a commercial attitude 
in hospital service which is not in keeping with the general con- 
ception of the functions of the hospital. It must, however, be 
remembered that, no matter how we may attempt to ignore it, in 
our present economic order cost is a very vital factor. 

With an investment in this country of more than $3,000,000,000 
in hospitals, with a yearly expenditure of approximately $1,000,- 
000,000 for hospital care, the average individual, no matter how 
idealistic, is interested in receiving the best possible service for 
his investment. 
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None of the outstanding hospitals is in operation in an en- 
deavor to make a profit. The original investment is so large and 
the cost of operation so great that in spite of the large total spent 
for hospital care the greatest aim to date has been an endeavor 
to meet the cost of operation after the original investment has 
been contributed from some charity source. While there is there- 
fore no profit motive as an incentive for economy, the continued 
struggle to meet expenses should be as strong an influence. Since 
a large proportion of operating expenses are met from charity 
funds certainly the expenditure of these funds should be made 
with as great care as were a profit the final aim. The semi- 
public nature of hospitals makes it of vital importance to antici- 
pate criticism of rates by keeping such rates as low as possible. 

The financial records at the University Hospital have been 
organized in so far as possible along regular accounting lines. 
As in any system, at the time of initiation of a definite plan, it 
was necessary to determine the different divisions for which a 
separate cost analysis was desired. A functional division separ- 
ates the departments, such as administration, nursing, dietetics, 
housekeeping, maintenance and the various special departments. 
The large units, for example, the nursing department and dietetics 
department, are then subdivided by sub-functions and by geograph- 
ical divisions. Thus we have a separate department for accumulat- 
ing the expenses of nursing for each ward unit under the super- 
vision of a separate head nurse. 

The organization chart (Plate I), which was the result of this 
study and which forms the framework on which to accumulate the 
expenses of the hospital, has approximately 300 divisions. The 
divisions all represent units for which it is of value to secure 
separate cost figures in order to judge the success with which the 
unit is being administered. 

The separation of expenses for labor and material is made in 
the usual fashion. The group of employees who are available 
for transfer for work in the separate units are supplied with time 
cards and record on this card the unit number and the hours of 
work in that unit. Materials are all purchased by the University 
and charged out to the hospital as requisitioned from the store- 
room. Most hospital departments function on either a daily or a 
weekly requisitioning system. Since all requisitions and time rec- 
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ords have the number of the unit receiving the service, accumula- 
tion of amounts in order to charge each unit is a simple clerical 


procedure. 
Both wages and materials are classified before being charged 
to the unit. The classification is limited in the number of divi- 
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sions and furnishes only a very general separation according to 
the type of labor and the type of commodities used by the unit. 
Each month for each unit a report is furnished of the direct 
costs of that department for labor and commodities (Plate IT). 
These reports are prepared in comparative form for the year, not 
only each month with the next, but also with the budget figures 
and with the average monthly experience during the previous year. 
These reports furnish in a form which is not too complex a re- 
capitulation of expenditures which is of great value to the manage- 
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ment. The variation in the figures themselves is closely scrutinized. 
Each monthly total is compared with the previous months, with the 
average experience for the previous year and with the budget. 
However, as a standard for comparison the budget has been found 
to be of very limited value. Assuming the preparation of an ideal 
budget allowing the correct total of expenditures, such a budget 
must of necessity be prepared with a definite service demand as a 
basis. If this basis assumes a capacity activity it is valueless as a 
control of expenditures when activity is only one-half capacity. In 
such a case expenditures should certainly go below the budget 
maximum. 

As a substitute for some arbitrary budget control of expendi- 
tures, an effort has been made to discover the unit of service in each 
department. By a comparison of this figure with the total cost, a 
cost per unit of service is secured, which is of value in judging the 
financial success of operation. 

In the case of a unit of the dietetics department (Plate III), the 
total meals or diets served by that unit divided into the cost for the 
period gives a cost per meal which should vary little from month to 
month, no matter what the demand for service. 

These monthly reports of each department have proved not only 
of theoretical value, but have been put to practical use very effec- 
tively. Through them a very clear picture of expenses can be se- 
cured. Demands for labor and for materials are closely scrutinized 
before being allowed, yet few people can for a complex organiza- 
tion realize the total effect of such expenditures. To present such 
totals gives a perspective which causes a consideration in the use 
of the units consumed impossible to secure in any other way. The 
cooperative use of these figures by the department head and his as- 
sistants in direct charge of organization units establishes this per- 
spective for the group on whom responsibility rests. 

The direct expenses of each department furnish a cost analysis 
which is of value in the control of expenditures. These expenses 
in themselves do not furnish a picture of the financial success of the 
earning units of the hospital. To secure such a picture comparison 
must be made with earnings. 

Total expenses compared with total revenues yield a result of 
primary importance. However, the question immediately arises as 
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to what departments have had a favorable effect on this profit or 
deficit and what departments have operated at a loss. 

To secure the total expense of a revenue bearing unit it is neces- 
sary to distribute the cost of the overhead and non-revenue bearing 
units in order to charge earning departments for the service re- 
ceived from that group. This is a process familiar to all, but one 
which is particularly complex in the hospital field. 

The large hospital has a very great diversity of functions. Super- 
imposed on all the services of a hotel are the complex medical pro- 
cedures. Many of the hotel and medical functions are performed 
without charge as part of the service included in the room rate. 
Many employees receive maintenance in lieu of wages. This re- 
quires a costing of such services and a departmental transfer in 
order to charge the earning unit. 

An example of distribution for one major service is the dietetics 
department. On a standard 50-bed ward there is a separate serving 
kitchen to which the cooked food is sent for direct service to these 
50 patients. This kitchen is a unit for which a separate account of 
direct expenses is maintained. Such expenses include the per- 
sonnel who serve and distribute trays and wash the dishes. It also 
includes uncooked food used in serving, such as sugar, milk and 
salt. 

A regular count is kept of all meals prepared in the main kitchen 
and served from such a unit. The ratio of these meals for all units 
served by the main kitchen is the ratio on which the expense of the 
main kitchen is spread to the 50-bed ward. In the same way ex- 
penses for special diets from the special diet kitchen are spread to 
the 50-bed ward on the basis of the special diets served on that 
ward. 

The expenses for the employee dining rooms are spread to the 
department in which the employee works on the basis of the number 
of meals served employees of each department. It is thus possible 
to secure for each 50-bed ward the total dietetics cost. The nursing 
and housekeeping costs by the same process may be accumulated for 
each ward unit. Such expenses are distributed on some ratio which 
is a fair evaluation of the service received. There is, however, a 
group of overhead units representing about 25% of the total cost 
of operation for which no measure of service can be secured. These 
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departments must be spread to the earning departments on a more 
or less arbitrary ratio. 

In the calculation of a ratio as a basis for the spread of overhead 
there should be some common denominator for all departments to 
be charged. Sometimes direct labor furnishes such a standard; 
sometimes floor area. For the hospital it was decided after due con- 
sideration that the total of direct expenses for labor and material 
was the most equitable method of spreading overhead. 

Having distributed to the earning departments the overhead ex- 
penses it but remains to compare the resulting total with revenue 
for the unit. In order to secure a revenue total for each unit all 
revenue must be classified and accumulated for the month. This 
has been done at the University Hospital. It is now possible to tell 
by functional and geographical classification the source of all 
revenue. 

The resulting comparison of accumulated expenses and revenue 
gives a figure which is of real value as a guide for the administra- 
tion. While the final figure composed in part of expenses spread on 
an arbitrary ratio cannot be used as an exact picture of operations, 
it is sufficiently near to show trends over a period of time. 
(Plate IV). 

These reports are of vital importance in the adjustment of rates. 
It is the policy of the hospital to so fix rates for each service as to 
cover the cost of that service. Without a comprehensive comparison 
from month to month between expenses and revenue it would be 
impossible to know with any accuracy whether rates follow that 
policy. 

These comparisons have the added advantage of showing the 
effect on the profit ratio of change in service demand. Thus certain 
departments cannot be self-supporting without a given number of 
patients. By arranging the admission of patients it is sometimes 
possible to close wards where there is a large deficit and keep a 
large census in others. While figures of this sort are never com- 
plete in themselves, they stimulate and direct thought towards 
points where the management may make financial savings. No 
progressive business concern would consider being without such 
information. 

The above outline gives in brief the accounting system at the 
University Hospital. However, it is perhaps of interest to mention 
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the depreciation system now in operation at the hospital. Under 
this system items covered under the replacement program are di- 
vided into two groups. 

Group I is composed of items of equipment which have a sep- 
arate identity and a semi-permanent location. They are depreciated 
under the so-called straight line method based on a monthly charge 
to expense figured on the actual cost for an estimated life. The 
method here used is similar to commercial methods, with the excep- 
tion that a definite fund of money is maintained equal to the re- 
serve for depreciation. Replacements are purchased from that fund. 

In this group of equipment the cost of all items and the monthly 
depreciation expense for each item are accumulated for each de- 
partment. This total of monthly expenses is included in the monthly 
direct expenses for each unit. Discards, purchases or transfers of 
equipment are adjusted in the control not only of the departmental 
total of the cost of equipment, but also in the charge to that de- 
partment for depreciation expense. 

The method developed for handling the balance of equipment 
known as Group II is more unique and therefore more interesting. 
This second group of equipment is composed of two classes of 
items. One type of equipment, while located piece by piece in cer- 
tain departments, is subject to such continuous transfer that the 
equipment has no separate identity. It is inexpedient either to 
follow these transfers or to transfer the monthly expense charge 
from unit to unit even could such transfers be followed. Patient 
beds are an example of this type of item. Patients are transferred 
from unit to unit. Beds are exchanged at the time of such trans- 
fers. Thus while a ward unit has 50 beds, the turnover in actual 
beds held is very high. 

The second class of Group II equipment is composed of items 
which have no identity, such as silverware and many surgical in- 
struments. To depreciate Group II equipment composed of the two 
classes mentioned above, certain standard sheets were developed. 
(Plates V & VI). These sheets for a certain department list the 
various items, the price, the extended value, and the calculated 
yearly and monthly charge to depreciation. The listing does not at- 
tempt to show what individual items are in the department, but 
rather the value of the standard number of any type of item which 
should be there. 
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Purchases under Group II are made for replacement on the as- 
sumption that the item is fully depreciated. There is no method 
of calculating the accrued depreciation on individual items as there 
is no identity which makes possible such calculation. It is neces- 
sary to assume and hope that the item has depreciated sufficiently 
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at the time it requires replacement. All items of a like nature on 
the standard sheets are priced at a like amount and depreciated at 
the same rate. When a purchase is made unless the price is widely 
divergent no change is made in the capitalization or in the deprecia- 
tion expense. It is assumed for accounting purposes that the dis- 
cards are equal in value to the price of the purchases. This is a 
second assumption which results in a slight inaccuracy in the value 
of the equipment account and of the reserve for depreciation. How- 
ever, the system has many practical advantages and the errors may 
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be adjusted periodically. Perhaps every three years the price on 
the standard sheets should be revalued to more closely correspond 
with the price of replacements. While this only partially corrects 
errors, it corrects the depreciation charge and revalues the invest- 
ment. The result is of course an inventory based on market rather 
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than cost, which for the type of item included under Group II does 
not seem a serious disadvantage. 

The standard sheets are, by a process used in other departments 
in the hospital, photostated under a mat which forms inventory 
sheets to be used in checking the equipment in the unit. (Pate VII). 
Such inventories are taken periodically, usually once or twice per 
month, The standard is compared with the actual on hand, and 
orders are placed for the shortages. This inventory which was 
originally only a by-product of the system has proved to be one of 
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its most valuable features. Not only is equipment maintained in 
sufficient quantities, but the periodic check evidences losses which 
seem too great in view of normal operations. It has also been 
found that items not used are brought to light by the inventory 
and an incentive is furnished for elimination. This keeps the in- 
vestment in equipment at a minimum. 
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Group II equipment presented the greatest problem in verifying 
rates of depreciation. While in Group I definite information is at 
hand on each item as to the accrued depreciation available for 
covering the cost of replacement, this is in no way true in Group 
II. As was stated, the system works on the assumption that accrued 
depreciation is equal to the cost of replacement. 

In order to verify rates in Group II a simple expedient has been 
tried and with fair success. For each type of item a control sheet 
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is kept showing the quantity and value of all purchases of the item. 
(Plate VIII). On a second sheet are accumulated the total number 
and value for all appearances of the item on the standard sheet. 
(Plate IX). The total value capitalized can therefore be compared 
on occasion with the value of purchases and a rate based on ex- 
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perience determined. This rate can then be used for correcting the 
rate in use. 

The entire hospital accounting system is relatively new. The de- 
preciation system was only established in 1928, therefore much is 
experimental, particularly in that system where time is required 
to prove success. The cost records to date have been judged worth 
the investment, and indications now point to a steady increase in 
their use by the management. 
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HOW TO TELL THE TRUTH IN ACCOUNTING 


Mr. Francis N. Balch, Lecturer in Business Law at the Harvard 
Business School, in the course of a discussion with Professor J. F. 
Ebersole, heard the latter express certain tentative views as to the 
degree of candor ideally required in an accountant’s report. There- 
upon, Mr. Balch, who disclaims any knowledge of accountancy but 
appears, like so many lawyers, to have had a peep behind the scenes 
of business, sent to Professor Ebersole the communication printed 
below, purporting to illustrate his notion of the kind of thing that 
might result if Professor Ebersole’s suggested views were adopted 
in practice. When accountants’ reports take on this character the 
work of the public accountant will become even livelier than it is 
now! It is thought that these notes, representing as they do (?) 
the views of a lawyer and of a professor of finance, might be of 
interest to accountants; the gentlemen in question have therefore 
permitted us to publish them here, upon our assurance that our 
readers will know how to interpret them judiciously. 

May 23, 1931. 
MR. BALCH TO PROFESSOR EBERSOLE 


Dear Professor Ebersole: 

I have always supposed an auditor’s balance-sheet of a corporation was 
a good deal like a photograph, in that it was an accurate reproduction in 
black-and-white, by means almost wholly mechanical, of a certain limited 
set of facts about the subject—useful and practical, but incomplete. The 
presentation was supposed to portray the sitter reasonably accurately so 
far as it portrayed him at all, without conscious distortion or too much 
injection of the artist’s personal equation. It did not, however, disclose the 
fact that the sitter had red hair, cross-matched eyes, pyorrhea and halitosis. 
Neither did it disclose the fact that he was a crook—unless one was smart 
enough to discern it from the mere photograph, as some became very ex- 
pert in doing. For all that sort of information one looked to some other 
source. Even so of audits. 

I am, however, greatly impressed with your idea (endorsed, I believe, by 
Professor Isaacs, at least to some extent) that such an audit should be a 
full and frank disclosure of all the auditor knows about the company’s assets 
and liabilities, in the light of the past, and of the immediate future. He 
should not submit a valuation of a million for patents and goodwill when 
he really believes they are only worth a dollar. That is deceiving prospective 
creditors and purchasers of stock. He should not submit a valuation of a 
dollar when he believes they are worth a million. That is deceiving pro- 
spective sellers of the stock. Similarly, he must not carry tangible quick 
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assets, at “cost or market whichever is lower.” He must carry them at 
actual market, as he judges market value to be in the light of all his knowl- 
edge. In short, he must give the world frankly the benefit of his “inside 
information” and personal judgment just as (I suppose) he would if he 
were employed to investigate and make a confidential report on the company 
as a possible purchase. The general public, in effect, is his client for just 
about that purpose. 

There is much to be said for this ideal of yours. It has been fermenting 
in my mind. 

Now I suppose there may not be a man in the country who knows more 
about the widgets industry than I. Perhaps you recall that Old Joe White's 
National Widgets Corporation absolutely monopolized the field with its Hot 
Acid process until a few years ago when young Jim Black came along with his 
Cold Press process and formed General Widgets, Inc. It is doubtful if 
even Old Joe himself has any more intimate knowledge of the situation 
than I. Of course, I don’t own any of the stock myself—that would not be right 
for the company’s auditor—but I am frank to say my family have always 
owned a bit and so have my friends. None of them have regretted this 
investment. 

Naturally, in getting up my balance sheet for the annual report as at 
Dec. 31, 1930 (by the way, where did we accountants ever pick up that 
horrible barbarism “as at”’?) I have adopted your view in toto. I have 
“gone the whole hog.” No one shall call me a crook for concealing vital 
facts! I will hew to the line let the chips fall where they may. 

I admit I have been puzzled as to just where to put some of the inside 
information. One can hardly, for instance, enter “suspicion that the Presi- 
dent is drinking too much” among the formal liabilities or contingent losses; 
nor the fact that the cashier seems to be spending a lot more on the 
stenographer than his salary comes to. However, I have solved the difficulty 
by a series of notes. 

I append the result. 

Yours very truly, 
Francis N. Batcu, 
Lecturer in Business Law. 


NOTES 


Nore A. This plant really did cost $1,000,000 and it was a big bargain at 
that. Old Joe White does know how to get his money’s worth—I will 
say that for him! It could not be reproduced today for less than + 40%. 
Also it has a big earning power in the hands of present owners. All 
the same, I don’t think it is worth a darn as security in case of trouble. 
The only possible purchaser is Jim Black’s new company (General 
Widgets, Inc.) and he would pay only a junk price, meaning to scrap 
it, his idea being to concentrate all manufacture near his own field of 
raw material and where the traffic will feed his allied R. R. 


Nore B. This depreciation charge is pure bunk. There has been no depre- 
ciation. The plant has been kept up so that it is better than it was the 
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day it was built. However, income tax laws allow us to charge it off, 
and as the plant if ever sold will be sold at a loss, not a profit, failing 
to claim depreciation annually will be pure loss under the state law 
though not under the federal. Claiming it on the tax return and not 
on the balance sheet might look funny. Besides, no banker would stand 
for its omission—he would think it meant I was trying to inflate asset 
values—or at any rate failing to conceal them, which is what he thinks 
I ought to do. He likes to think that he knows of “hidden assets” which 
the general public does not know of. 

Nore C. This depreciation charge does not accord with experience at all, 
but it is the highest I am allowed by income tax regulations, so I put 
it in. Somebody would think he smelled a rat if I told the truth about 
it—which is that the strong acids required in the process simply play 
hob with the machinery and reduced its theoretical life more than 50%. 

Nore D. As a matter of fact, I don’t suppose that, on account of trans- 
portation difficulties this machinery could be sold even as junk, though 
it has a big earning power to present owners. Of course, Jim Black’s 
company would not look at it, even, and who else could want it? 

Nore E. This figure is deceptive. Old Joe White was just foxy enough 
to stock up on raw material for every penny he could scrape together, 
and for two years ahead, at the very bottom of the slump and just 
before Jim Black’s senator unexpectedly got the new tariff put on. 
What he has on hand is easily worth $1,300,000 right now. However, 
this report is not come-on literature for prospective investors, neither 
is it campaign literature for the Democrats; neither is it intended to 
raise our taxes sky-high, so I hate to spill the beans—but you think 
I ought to. 

Nore F. This figure was really just about right for December 31. I took 
a lot of pains in figuring out precisely the cost of completion of manu- 
facture. The computation took many pages of figures and I believe 
is accurate to within .1 cent a pound. However, I knew that the mar- 
ket then was highly inflated and purely artificial and bound to break 
wide open immediately—as it promptly did, so that on February 1, 1931 
(the date at which this statement actually goes out) the price is off 
20 cents a pound and the figure should be scaled to $60,000. I realized 
this would be the case when I put in the $100,000 figure. 

Note G. Joe White originally put in this item so that he could issue plenty 
of common stock to himself on the original promotion. The tax authori- 
ties make him carry his patents at what they cost him in government 
and legal fees, i. e. $187.13. That is even more absurd than Joe’s 
figure of $1,000,000. I don’t know how to value Joe’s Hot Acid Process 
patent, I'm sure. It has made lots of money for him but it looks to 
me as if it might be about through now. I don’t know what “good- 
will” really means in the case of this company. Joe hasn’t got a cus- 
tomer who doesn’t hate him. They only stick because the Hot Acid 
Process turns out a slightly better product than Jim Black’s Cold Pres- 
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sure Process. If Jim really gets up a Colloid formula that will work, 
every one of Joe’s customers will leave him. Joe’s wenee carries no 
trade-mark or trade name. 

Nore H. That 1% for uncollectible is based on experience of former years 
but that was while Joe’s personal attorney, old Skinner, of Skinner & 
Softy, was alive. Boy! That old skinflint could get blood out of a stone! 
Now that he is gone young Softy gets the job. It was a tough assign- 
ment even in good times. Now times are hard. I know that 1% ought 
to be quadrupled, but how can I say so without libelling Mr. Softy? 

Nore I. One item that’s right, anyway. 

Nore J. Represents Joe’s purchase of the stock of a little concern which 
owned a patent he was afraid of. I guess it was a shrewd move to 
nip this competition in the bud but I don’t suppose the stock could be 
sold now for any purpose except blackmail, and probably not even that. 


Nore K. I could say a lot about this “surplus.” I mention two or three 
points which ought really to be carried as contingent liabilities—or more 
accurately contingent losses. 

(a) Mike Slaveski’s health. The Hot Acid process depends for its suc- 
cess on being stopped at just the exact split second which is cor- 
rect as judged by the color of the heated fumes. Mike is the only 
man alive, so far as I know, who can judge the time reliably. He 
is about through. The fumes have got his lungs. I don’t think 
he will last the year out. When he goes, the company is going to 
run actually at a loss, I believe, at least until it finds another tal- 
ented eye like Mike’s—and I don’t know how it is going to do that. 

(b) Recent conversation with Jim Black. Meeting him in the smok- 

ing room of the Washington express just before Christmas he posi- 

tively assured me that he was able at last to control the Colloid 
stage in his Cold Press process. If that is so, he can make better 
widgets than Joe White can, and at substantially less cost. If 
that is so Joe’s company is all through and its fixed assets, and 
patents and goodwill, are worth just what Jim might think it good 
business to give for them—which might well be nothing. I know 

Jim Black is an awful bluffer but somehow I got the impression 

that he was telling the truth for once. I immediately got my fam- 

ily and friends out as fast as I could. If the company goes bank- 
rupt, as I think it might, because Joe is so obstinate he will carry 
on at a loss until he has dribbled away all his present excess of 

real values over indebtedness (which I figure as hereinbelow), a 

queer situation will turn up—namely, if the bondholders stand on 

their security and proceed to foreclosure under the state laws with- 
out the aid of the bankruptcy court, as they have the right to do 
and are quite likely to do, that will constitute a decisive election 
and it will be too late for them, after they learn the truth as to 
the value of the fixed assets, to turn round and prove as general 
creditors for the deficiency; with the result that the secured creditors 
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will get nothing (or practically that), while unsecured creditors 
will be paid in full, preferred stockholders will be paid in full, 
and theoretically there would be $402,000 for common stockholders 
(less whatever the lawyers, bankruptcy sharks, and we account- 
ants got for winding up—although I suppose practically bankruptcy 
would not supervene until at least that much (and probably a lot 
more) had been dribbled away in trying to keep the company going 
as a forlorn hope. Probably the bondholders will get wise to the 
facts in time. In that case, they and the unsecured cerditors will 
both be paid in full and there will be 40 cents on the dollar (sub- 
ject to the above remarks) for preferred stockholders, but nothing 
for the common. 


REAL VALUES 

Real Values 

Plant (noue) 

Machinery (none) 

Raw Materials on Hand 

Stock-in-process and Fnished Goods 

Patents and Goodwill (none) 

Investments (none) 

Receivables 


‘Real Liabilities 


1,150,000 


Net for Stock $ 402,000 


Note: Cash on hand I do not count. Ina highly seasonal and fluctuating 
business like this the amount on hand varies enormously from week to week 
even. Theoretically, no doubt, if the cash was not there when the show- 
down came then it should be represented by some other asset for which it 
had been spent, but practically it would be found to have gone into carrying 
the payroll through the dead season, prepaid taxes, etc., etc. 
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